






























































































































































































 

 

 

 

 
 

 
 

 
 

   
 

 

 

 

  

 

 
 

 
 

 
 
 
 

 
 

 

pending or awaiting transfer to the Multidistrict Litigation proceedings.  Plaintiffs sought appellate review 
of this decision but on February 22, 2011, the United States Court of Appeals for the First Circuit denied 
plaintiffs’ petition for leave to appeal.  Following the appellate court’s ruling, plaintiffs dismissed thirteen 
of the Multidistrict Litigation Cases, including Good v. Altria Group, Inc., et al.  Plaintiffs in the four 
Multidistrict Litigation Cases that remain pending have asked the court to transfer their claims to the 
courts in which each originated. As of October 21, 2011, the court had not ruled on whether it would 
grant the motions to transfer the four pending Multidistrict Litigation Cases. 

The Price Case. In Price, et al v. Philip Morris Inc. (Circuit Court, Madison County, Illinois, 
filed February 10, 2000) the trial judge found in favor of the plaintiff class and awarded $7.1 billion in 
compensatory damages and $3 billion in punitive damages against Philip Morris.  In December 2005, the 
Illinois Supreme Court issued its judgment reversing the trial court’s judgment in favor of the plaintiffs 
and directing the trial court to dismiss the case.  In December 2006, the defendant’s motion to dismiss and 
for entry of final judgment was granted, and the case was dismissed with prejudice.  In December 2008, 
plaintiffs filed with the trial court a petition for relief from the final judgment and sought to vacate the 
2005 Illinois Supreme Court judgment, contending that the U.S. Supreme Court’s December 2008 
decision in Good demonstrated that the Illinois Supreme Court’s decision was “inaccurate”. In February 
2009, the trial court granted Philip Morris’ motion to dismiss plaintiffs’ petition.  In March 2009, the 
plaintiffs filed a notice of appeal with the Illinois Appellate Court, Fifth Judicial District. In February 
2011, the Illinois Appellate Court, Fifth Judicial District reversed the trial court’s dismissal of plaintiffs’ 
petition and remanded for further proceedings, and on September 28, 2011, the Illinois Supreme Court 
denied Philip Morris’ petition for leave to appeal that ruling. 

On October 17, 2011, a Missouri jury in the case of Larsen v. Philip Morris, Inc. (formerly Craft 
v Philip Morris, Inc.) began deliberating whether to award at least $700 million to a class of as many as 
400,000 current and former smokers of Marlboro Lights.  The judge declared a mistrial on October 25, 
2011 after jurors failed to reach agreement on whether Missouri smokers were misled into believing 
Marlboro Lights were safer than conventional cigarettes.  The Missouri Court of Appeals affirmed the 
class certification order in Larsen in August 2005.  

Reimbursement Cases 

Three Reimbursement Cases are pending in the U.S.  In addition to the cases brought in the U.S., 
four Reimbursement Cases are pending against tobacco industry participants, including Philip Morris, 
Altria and Reynolds Tobacco, outside of the U.S., one in Israel and four in Canada.  In the case in Israel, 
the defendants’ appeal of the district court’s denial of their motion to dismiss was heard by the Israel 
Supreme Court in March 2005, and the parties are awaiting the court’s decision. 

In the first of the four Reimbursement Cases filed in Canada, the Canadian Supreme Court ruled 
in September 2005 that legislation authorizing a cause of action to permit the government of British 
Columbia to recover the costs of certain healthcare expenditures from the defendants was constitutional, 
and, as a result, the case was permitted to proceed and that litigation remains pending.  During 2008, the 
Province of New Brunswick, Canada, proclaimed into law previously adopted legislation allowing 
reimbursement claims to be brought against cigarette manufacturers, and it filed suit shortly thereafter.  In 
September 2009, the Province of Ontario, Canada, filed suit against a number of cigarette manufacturers 
based on previously adopted legislation nearly identical in substance to the New Brunswick legislation. 
On February 8, 2011, the Province of Newfoundland and Labrador filed a case substantially similar to the 
ones brought by New Brunswick and Ontario.  Several other provinces and territories in Canada have 
enacted similar legislation or are in the process of enacting similar legislation. 
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The DOJ Case. In August 2006, the U.S. District Court for the District of Columbia issued its 
final judgment and remedial order in the federal government’s reimbursement suit, United States of 
America v. Philip Morris, which final judgment and remedial order concluded a bench trial that began in 
September 2004.  The court determined in its final judgment and remedial order that the defendants 
violated certain provisions of the RICO statute, that there was a likelihood of present and future RICO 
violations, and that equitable relief was warranted.  The government was not awarded monetary damages. 
The equitable relief included permanent injunctions that prohibit the defendants from engaging in any act 
of racketeering, as defined under RICO; from making any material false or deceptive statements 
concerning cigarettes; from making any express or implied statement about health on cigarette packaging 
or promotional materials (these prohibitions include a ban on using such descriptors as “low tar,” “light,” 
“ultra-light,” “mild” or “natural”); from making any statements that “low tar,” “light,” “ultra-light,” 
“mild” or “natural” or low-nicotine cigarettes may result in a reduced risk of disease; and from 
participating in the management or control of certain entities or their successors.  The final judgment and 
remedial order also requires the defendants to make corrective statements on their websites, in certain 
media, in point-of-sale advertisements, and on cigarette package “inserts” concerning:  the health effects 
of smoking; the addictiveness of smoking; that there are no significant health benefits to be gained by 
smoking “low tar,” “light,” “ultra-light,” “mild” or “natural” cigarettes; that cigarette design has been 
manipulated to ensure optimum nicotine delivery to smokers; and that there are adverse effects from 
exposure to secondhand smoke.  The final judgment and remedial order also requires defendants to make 
disclosures of disaggregated marketing data to the government, and to make document disclosures on a 
website and in a physical depository, and also prohibits each defendant that manufactures cigarettes from 
selling any of its cigarette brands or certain elements of its business unless certain conditions are met. 

The final judgment and remedial order has not yet been fully implemented. Following trial, the 
final judgment and remedial order was stayed because the defendants, the government and several 
intervenors noticed appeals to the Circuit Court of Appeals for the District of Columbia.  In May 2009, a 
three judge panel upheld substantially all of the District Court’s final judgment and remedial order.  In 
September 2009, the Court of Appeals denied defendants’ rehearing petitions as well as their motion to 
vacate those statements in the appellate ruling that address defendants’ marketing of “low tar” or “lights” 
cigarettes, to vacate those parts of the trial court’s judgment on that issue, and to remand the case with 
instructions to deny as moot the government’s allegations and requested relief regarding “lights” 
cigarettes. The Court of Appeals stayed its order that formally relinquished jurisdiction of defendants’ 
appeal pending the disposition of the petitions for writ of certiorari to the U.S. Supreme Court that were 
noticed by the defendants, the government and the intervenors.  In June 2010, the U.S. Supreme Court 
denied all of the petitions for review of the case.  The case was returned to the trial court for 
implementation of the Court of Appeals’ directions in its 2009 ruling and for entry of an amended final 
judgment.  In March 2011, defendants filed a motion to vacate the court’s factual findings and remedial 
order on two alternative grounds; that the Tobacco Control Act extinguished the court’s jurisdiction, or 
that the court should decline to move forward with an injunctive remedy in deference to the FDA’s 
authority.  On June 1, 2011, the trial court denied defendants’ motion.  Defendants have filed a notice of 
appeal. The government filed a motion following remand requesting clarification of the extent of the 
defendants’ obligation to make disclosures of disaggregated marketing data and the use the government 
can make of that data.  The trial court granted that motion in April 2011, holding that the defendants must 
provide a broad range of data for the ten-year period beginning July 29, 2010, and that the Department of 
Justice may share that data with other governmental agencies, subject to the confidentiality requirements 
previously imposed by the trial court.  The defendants have noticed an appeal from this order to the U.S. 
Court of Appeals for the District of Columbia Circuit.  As of October 21, 2011, the Court of Appeals had 
not ruled on defendants’ appeals, and the trial court had not entered an amended final judgment with 
respect to the issues that were remanded.  On November 17, 2011, the trial court requested that the parties 
submit briefs with their views on the issue of whether the trial court should delay entry of any amended 
final judgment in the case until the conclusion of litigation challenging the FDA’s rule containing new 
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tobacco marketing restrictions and requiring textual and graphic warning labels on cigarette packaging 
and advertisements, which litigation is discussed above in DOMESTIC TOBACCO INDUSTRY--
Regulatory Issues—Federal Regulation. 

Prior to trial, the government had claimed that it was entitled to approximately $280 billion from 
the defendants for its claim to recover profits earned by the defendants.  The Court of Appeals ruled that 
the government may not seek to recover profits earned by the defendants.  The U.S. Supreme Court 
declined to address the decisions dismissing recovery of profits when it denied review of the 
government’s and the intervenors’ petitions. 

Settlement of State Reimbursement Litigation. The State Settlement Agreements require that the 
domestic tobacco industry make annual payments of $10.4 billion, subject to adjustment for several 
factors, including inflation, market share and industry volume.  In addition, the domestic tobacco industry 
is required to pay settling plaintiffs’ attorneys’ fees, subject to an annual cap of $500 million, as well as 
an additional amount of up to $125 million in each year through 2008.  These payment obligations are the 
several and not joint obligations of each settling defendant.  The State Settlement Agreements also 
include provisions relating to significant advertising and marketing restrictions, public disclosure of 
certain industry documents, limitations on challenges to tobacco control and underage use laws, and other 
provisions. 

The MSA PMs have notified the states that they intend to seek an adjustment in the amount of 
payments made in 2003 and subsequent years pursuant to a provision in the MSA that permits such 
adjustment if the companies can prove that the MSA was a significant factor in their loss of market share 
to companies not participating in the MSA and that the Settling States failed to diligently enforce certain 
statutes passed in connection with the MSA.  If the MSA PMs are ultimately successful, any recovery 
would be in the form of reimbursement of proceeds already paid or as a credit against future payments by 
the MSA PMs. 

From time to time, lawsuits have been brought against the MSA PMs, or against one or more of 
the states, challenging the validity of the MSA on certain grounds, including as a violation of the antitrust 
laws. See “MSA-Related Antitrust Suit” below. 

Tobacco-Related Antitrust Cases 

Indirect Purchaser Suits. Approximately 30 antitrust suits were filed in 2000 and 2001 on behalf 
of putative classes of consumers in various state courts against cigarette manufacturers.  The suits all 
alleged that the defendants entered into agreements to fix the wholesale prices of cigarettes in violation of 
state antitrust laws which permit indirect purchasers, such as retailers and consumers, to sue under price 
fixing or consumer fraud statutes.  More than 20 states permit such suits.  Four indirect purchaser suits, in 
New York, Florida, New Mexico and Michigan, thereafter were dismissed by courts in those states. The 
actions in all other states, except for Kansas, were either voluntarily dismissed or dismissed by the courts. 

In Smith v. Philip Morris Cos., Inc., the District Court of Seward County, Kansas certified a class 
of Kansas indirect purchasers in 2002.  In July 2006, the Court issued an order confirming that fact 
discovery was closed, with the exception of privilege issues that the Court determined, based on a Special 
Master’s report, justified further fact discovery.  In October 2007, the Court denied all of the defendants’ 
privilege claims, and the Kansas Supreme Court thereafter denied a petition seeking to overturn that 
ruling. Discovery currently is ongoing.  As of October 21, 2011, the Court had not set dates for 
dispositive motions and trial. 
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MSA-Related Antitrust Suit. An action filed in the Western District of Kentucky, VIBO 
Corporation, Inc. d/b/a/ General Tobacco v. Conway, et al., in October 2008 alleges that the named 
defendants, which include 52 state and territorial attorneys general and 19 tobacco manufacturers, 
violated the Sherman Act by entering into and participating in the MSA.  The plaintiff alleges that MSA 
participants, such as itself, that were not in existence when the MSA was executed in 1998 but 
subsequently became participants, are unlawfully required to pay significantly more sums to the states 
than companies that joined the MSA within 90 days after its execution.  In addition to the Sherman Act 
claim, plaintiff has raised a number of constitutional claims against the states. Plaintiff seeks a 
declaratory judgment in its favor on all claims, an injunction against the continued enforcement of the 
MSA, treble damages against the tobacco manufacturer defendants, and damages and injunctive relief 
against the states, including contract recession and restitution.  In December 2008, the court dismissed the 
complaint against all defendants.  The court entered its final judgment dismissing the suit in 
January 2010.  Thereafter, the plaintiff filed a notice of appeal to the U.S. Court of Appeals for the Sixth 
Circuit. The appeal was argued on October 6, 2011.  As of October 21, 2011, the Court of Appeals for 
the Sixth Circuit had not ruled on plaintiff’s appeal. 

Other Litigation 

By way of example only, and not as an exclusive or complete list, the following are additional 
types of tobacco-related litigation which the tobacco industry is also the target of:   (a) asbestos 
contribution cases, where asbestos manufacturers and related parties seek contribution or reimbursement 
where asbestos claims were allegedly caused in whole or in part by cigarette smoking, (b) patent 
infringement claims, (c) “ignition propensity cases” where wrongful death actions contend fires caused by 
cigarettes led to other individuals’ deaths, (d) “filter cases” which mostly have been filed against Lorillard 
for alleged exposure to asbestos fibers there were incorporated into filter material used in one brand of 
cigarettes manufactured by Lorillard over 50 years ago, (e) claims related to smokeless tobacco products, 
(f) ERISA claims, and (g) employment litigation claims. 

Defenses 

The Settling Defendants believe that they have valid defenses to the cases pending against them 
as well as valid bases for appeal should any adverse verdicts be returned against them. While the Settling 
Defendants intend to defend all tobacco products liability litigation, it is not possible to predict the 
outcome of any litigation.  Litigation is subject to many uncertainties.  Plaintiffs have prevailed in several 
cases, as noted above, and it is possible that one or more of the pending actions could be decided 
unfavorably as to the Settling Defendants or the other defendants.  The Settling Defendants may enter into 
discussions in an attempt to settle particular cases if the Settling Defendants believe it is appropriate to do 
so. Some plaintiffs have been awarded damages from cigarette manufacturers at trial.  While some of 
these awards have been overturned or reduced, other damages awards have been paid after the 
manufacturers have exhausted their appeals.  These awards and other litigation activities against cigarette 
manufacturers and health issues related to tobacco products also continue to receive media attention.  It is 
possible, for example, that the 2006 verdict in United States of America v. Philip Morris, which made 
many adverse findings regarding the conduct of the defendants could form the basis of allegations by 
other plaintiffs or additional judicial findings against cigarette manufacturers.  In addition, the U.S. 
Supreme Court ruling in Good v. Altria could result in further “lights” litigation.  Any such developments 
could have material adverse effects on the ability of the Settling Defendants to prevail in smoking and 
health litigation and could influence the filing of new suits against the Settling Defendants. 

The foregoing discussion of civil litigation against the tobacco industry is not exhaustive and is 
not based upon the examination or analysis by the Authority of the court records of the cases mentioned 
or of any other court records.  It is based on SEC filings by Settling Defendants and on other publicly 
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available information published by the Settling Defendants or others.  Prospective purchasers of the 
Series 2011 Bonds are referred to the reports filed with the SEC by the Settling Defendants and applicable 
court records for additional descriptions thereof. 

Litigation is subject to many uncertainties.  In its SEC filing, one Settling Defendant states that it 
is not possible to predict the outcome of litigation pending against it, and that it is unable to make a 
meaningful estimate of the amount or range of loss that could result from an unfavorable outcome of 
pending litigation, and that it is possible that its business, volume, results of operations, cash flows, or 
financial position could be materially affected by an unfavorable outcome or settlement of certain pending 
litigation or by the enactment of federal or state tobacco legislation.  It can be expected that at any time 
and from time to time there will be developments in the litigation presently pending and filing of new 
litigation that could materially adversely affect the business of the Settling Defendants and the market for 
or prices of securities such as the Series 2011 Bonds payable from tobacco settlement payments made 
under the Minnesota Agreement. 

THE AUTHORITY 

The Authority is a body corporate and politic, and a public instrumentality of, but having a legal 
existence independent and separate from, the State, and was established under the Tobacco Securitization 
Authority Act.  Pursuant to the provisions of the Act, the Authority is governed by a three-member board, 
consisting of the Commissioner of Management and Budget, the Commissioner of Revenue and the 
Commissioner of Health.  The Authority has no staff and will rely on the services of staff from the Office 
of the Commissioner of Management and Budget.   The Act provides that the Authority and its corporate 
existence are to continue until twelve months after all its liabilities (including the Series 2011 Bonds) 
have been met or otherwise discharged, at which time all of its rights and property shall pass to and be 
vested in the State. 

THE SALE AGREEMENT 

The following describes certain terms of the Sale Agreement.  This summary does not purport to 
be complete and is subject to, and qualified in its entirety by reference to, the provisions of the Sale 
Agreement. A copy of the Sale Agreement may be obtained upon written request to the Trustee. 

Conveyance of Pledged Settlement Payments 

The Sale Agreement provides that the State irrevocably sells and conveys to the Authority, as of 
the Closing Date, without recourse (subject to certain continuing obligations described herein) in 
accordance with and subject to the terms of the Sale Agreement, all right, title and interest of the State on 
the Closing Date in and to the Pledged Settlement Payments.  As consideration for such sale and 
conveyance of the Pledged Settlement Payments by the State to the Authority, the Authority promises to 
pay and otherwise convey to the State, without recourse, on the Closing Date, the proceeds (net of the 
Financing Costs) of the Series 2011 Bonds and the Residual Certificate in accordance with and subject to 
the terms of the Indenture and the Act.  In addition, the Authority further promises to pay and otherwise 
convey to the State, without recourse, on the closing date of any Bonds issued under the Indenture, the 
proceeds (net of Financing Costs) of such Bonds in accordance with and subject to the terms of the 
Indenture and the Act. 

In accordance with the Act, the Sale Agreement provides that upon execution and delivery of the 
Sale Agreement, the sale and conveyance and other transfer of the right to receive the Pledged Settlement 
Payments shall for all purposes be a true sale and absolute conveyance of all right, title, and interest 
therein and not as a pledge or other security interest for any borrowing, valid, binding and enforceable in 
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accordance with the terms of the Sale Agreement and the Indenture shall not be subject to disavowal, 
disaffirmance, cancellation, or avoidance by reason of insolvency of any party, lack of consideration, or 
any other fact, occurrence or rule of law. 

Delivery of Pledged Settlement Payments to the Trustee 

From and after the Closing Date all Pledged Settlement Payments required by the Minnesota 
Agreement to be made to the State are by the terms of the Sale Agreement to be made to the Trustee in 
accordance with the provisions of the Indenture.  Simultaneously with the delivery of the Bonds and the 
purchase of the Pledged Settlement Payments, the State, acting through the Commissioner of 
Management and Budget, must notify the Minnesota Agreement Calculation Agent and the Settling 
Defendants that the Pledged Settlement Payments have been sold to the Authority and must irrevocably 
instruct the Minnesota Agreement Calculation Agent and the Settling Defendants that the Pledged 
Settlement Payments are to be paid directly to the Trustee on behalf of the Authority.  Should the State 
receive any such payments from the Settling Defendants, it is required to immediately remit such 
payments to the Trustee.  The Trustee shall immediately deposit such Pledged Settlement Payments in the 
Pledged Revenues Account. 

Amendment 

Except as otherwise described under “Further Actions” above, after issuance of the Series 2011 
Bonds, the Sale Agreement may be amended by the State and the Authority with the consent of the 
Trustee, but without the consent of any of the Bondholders: (a) to cure any ambiguity; (b) to correct or 
supplement any provisions in the Sale Agreement; (c) to correct or amplify the description of the Pledged 
Settlement Payments; (d) to add additional covenants for the benefit of the Authority; or (e) for the 
purpose of adding any provisions to or changing in any manner or eliminating any of the provisions in the 
Sale Agreement that shall not adversely affect in any material respect the Bonds. 

Except as otherwise provided in the preceding paragraph, the Sale Agreement may also be 
amended from time to time by the State and the Authority with the consent of a Majority in Interest of the 
Bonds for the purpose of adding any provisions to or changing in any manner or eliminating any of the 
provisions of the Sale Agreement or of modifying in any manner the rights of the Bondholders; but no 
such amendment shall reduce the aforesaid portion of the outstanding amount of the Bonds, the Holders 
of which are required to consent to any such amendment, without the consent of the Holders of all the 
outstanding bonds. 

Without the prior written consent of the holder of the Residual Certificate and the Trustee, which 
consent may be granted or withheld in such Person’s sole discretion, no amendment, supplement or other 
modification of the Sale Agreement shall be entered into or be effective if such amendment, supplement 
or modification affects the holder of the Residual Certificate or the Trustee’s, as applicable, own rights, 
duties or immunities under the Sale Agreement or otherwise. 

Use of the Purchase Price 

In accordance with the Act, the purchase price of the Pledged Settlement Payments payable to the 
State pursuant to the Sale Agreement corresponding directly or indirectly to the proceeds of the Series 
2011 Bonds (net of Financing Costs) shall be transferred, on the Closing Date, to the Commissioner for 
deposit in the Tobacco Settlement Bond Proceeds Fund created by the Act. 
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Assignment to Trustee 

The State acknowledges that the Authority will assign to the Trustee for the benefit of the 
Bondholders all of its rights and remedies with respect to the breach of any representations and warranties 
of the State under the Sale Agreement.  Upon discovery by the State or the Authority of a breach of any of 
the foregoing representations, warranties or covenants that materially and adversely affects the value of 
the Pledged Settlement Payments or the sale thereof to the Authority under the Sale Agreement, the party 
discovering such breach shall give prompt written notice to the other party and to the Trustee. 

The State shall not be liable to the Trustee or the Bondholders for any loss, cost or expense 
resulting solely from the failure of the Trustee to promptly notify the State upon the discovery by a 
Responsible Officer of the Trustee of a breach of any representation, warranty or covenant contained in 
the Sale Agreement. 

THE RESIDUAL CERTIFICATE 

The Residual Certificate represents the entitlement of the State to receive all amounts required to 
be distributed pursuant to the Indenture in respect of the Residual Certificate, including the Residual 
Revenues upon deposit in the Residual Account, which are any Pledged Settlement Payments received in 
any year in excess of the amounts required to pay, in accordance with the provisions of the Indenture, the 
Operating Expenses, debt service on Bonds, replenishment of the Debt Service Reserve Account and 
Junior Payments described in the Indenture. 

CONTINUING DISCLOSURE UNDERTAKING 

In order to assist the Underwriters in complying with the provisions of paragraph (b)(5) of Rule 
15c2-12 (the “Rule”), promulgated by the SEC under the Securities Exchange Act of 1934 (the “1934 
Act”) for the benefit of the holders and beneficial owners of the Series 2011 Bonds, the Authority will 
provide an executed copy of its agreement to provide continuing disclosure (the “Disclosure 
Agreement”). Pursuant to the Undertaking, the Authority will provide to the Trustee and to the 
Electronic Municipal Market Access System (“EMMA System”) implemented by the Municipal 
Securities Rulemaking Board (the “MSRB”) established in accordance with the provisions of Section 
15B(b)(1) of the 1934 Act, or any successor thereto or to the functions of the MSRB: 

(1) (a) no later than December 31, beginning with the Fiscal Year ending June 30, 2012, 
and continuing with each Fiscal Year thereafter, the Annual Financial Information (as defined below) 
relating to such Fiscal Year; and 

(b) no later than February 15 of each calendar year, beginning February 15, 2012, 
the amount of annual tobacco settlement revenues (which, if received by the State on and after July 1, 
2013, shall be Pledged Settlement Payments) due pursuant to the Minnesota Agreement on or after 
February 15 of the preceding calendar year; and 

(2) in a timely manner not in excess of ten Business Days after the occurrence of the event, 
notice of the occurrence of any of the following events (“Notice Events”) with respect to the Series 2011 
Bonds: 

(a) 

(b) 

(c) 

principal and interest payment delinquencies; 

non-payment related defaults, if material; 

unscheduled draws on debt service reserves reflecting financial difficulties; 
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(d) 	 unscheduled draws on credit enhancements reflecting financial difficulties; 

(e) 	 substitution of credit or liquidity providers, or their failure to perform; 

(f) 	 adverse tax opinions, the issuance by the Internal Revenue Service of proposed 
or final determinations of taxability, Notices of Proposed Issue (IRS Form 5701-
TEB) or other material notices or determinations with respect to the tax-exempt 
status of the Tax-Exempt Series 2011B Bonds, or other material events affecting 
the tax-exempt status of the Tax-Exempt Series 2011B Bonds; 

(g) 	 modifications to rights of Bondholders, if material; 

(h) 	 bond calls, if material, and tender offers; 

(i) 	defeasances; 

(j) 	 release, substitution, or sale of property securing repayment of the Series 2011 
Bonds, if material; 

(k) 	rating changes; 

(l) 	 bankruptcy, insolvency, receivership or similar event of the Authority; 

(m) 	 the consummation of a merger, consolidation, or acquisition involving the 
Authority or the sale of all or substantially all of the assets of the Authority, other 
than in the ordinary course of business, the entry into a definitive agreement to 
undertake such an action or the termination of a definitive agreement relating to 
any such actions, other than pursuant to its terms, if material; and 

(n) 	 appointment of a successor or additional Trustee or the change of name of the 
Trustee, if material; and 

(3) in a timely manner, notice of a failure to provide by the date set forth in paragraph (1) 
above any Annual Financial Information required as described below. 

“Annual Financial Information” means the financial information or Operating Data with 
respect to the Authority, provided at least annually.  The financial statements included in the Annual 
Financial Information shall be prepared in accordance with generally accepted accounting principles 
(“GAAP”) as prescribed by the Governmental Accounting Standards Board (“GASB”). Such financial 
statements may, but are not required to be, Audited Financial Statements. 

“Audited Financial Statements” means the Authority’s annual financial statements, prepared in 
accordance with GAAP as prescribed by GASB, which annual financial statements shall have been 
audited by an independent auditor or firm of independent auditors as shall be then retained by the 
Authority. 

“Operating Data” means (i) an update of the actual operating data for the preceding Fiscal Year 
set forth in this Official Statement under the columns titled “Pledged Settlement Payments,” “Net 
Revenue,” “Debt Service Reserve Earnings,” “Net Debt Service,” “Residual Revenues” and “Coverage” 
in a form generally consistent with the information contained in the tables captioned “Estimated Debt 
Service Coverage of Series 2011 Bonds” under the heading “DEBT SERVICE REQUIREMENTS AND 
COVERAGE UNDER THE GLOBAL INSIGHT FORECAST” with such “Coverage” ratio for such 
preceding Fiscal Year determined in substantially the same manner as described therein, and 
(ii) identification of the specific investments the Debt Service Reserve Account was invested in at the end 
of the preceding Fiscal Year and of any changes in such investments during such preceding Fiscal Year. 
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If not provided as part of the Annual Financial Information, the Authority will provide the 
Audited Financial Statements when and if available while any Series 2011 Bonds are Outstanding to the 
MSRB and the Trustee. 

Any filing or report under the Disclosure Agreement may be made solely by transmitting such 
filing or report to the MSRB (with a copy to the Trustee) in an electronic format accompanied by 
identifying information as prescribed by the MSRB. 

The Disclosure Agreement may be amended, without the consent of the Bondholders, but only if 
the Authority obtains and provides to the Trustee an opinion of nationally recognized bond counsel to the 
effect that such amendment, and giving effect thereto, will not adversely affect the compliance of the 
Disclosure Agreement and by the Authority with the Rule, provided that the Authority will have provided 
notice of such delivery and of the amendment to the MSRB.  Any such amendment shall satisfy, unless 
otherwise permitted by the Rule, the following conditions: (i) the amendment may only be made in 
connection with a change in circumstances that arises from a change in legal requirements, change in law 
or change in the identity, nature or status of the Authority or type of business conducted; (ii) the 
Disclosure Agreement, as amended, would have complied with the requirements of the Rule at the time of 
the primary offering, after taking into account any amendments or interpretations of the Rule, as well as 
any change in circumstances; and (iii) the amendment does not materially impair the interests of 
Bondholders, as determined either by parties unaffiliated with the Authority (such as nationally 
recognized bond counsel) or by approving vote of Bondholders pursuant to the terms of the Indenture at 
the time of the amendment.  The initial Annual Financial Information after the amendment shall explain, 
in narrative form, the reasons for the amendment and the effect of the change, if any, in the type of 
operating data or financial information being provided. 

Any failure by the Authority to perform in accordance with the Disclosure Agreement will not 
constitute an Event of Default with respect to the Series 2011 Bonds.  If the Authority fails to comply 
with the Disclosure Agreement, any Bondholder or beneficial owner may take such actions as may be 
necessary and appropriate, including seeking specific performance by court order, to cause the Authority 
to comply with its obligations hereunder. 

The Undertaking will remain in full force and effect until all of the Series 2011 Bonds are or are 
deemed to be no longer outstanding by reason of redemption or legal defeasance or at maturity. 

TAX MATTERS 

The Tax-Exempt Bonds 

General. In the opinion of Kutak Rock LLP, Transaction Counsel, to be delivered at the time of 
original issuance of Tax-Exempt Series 2011B Bonds (the “Tax-Exempt Bonds”), under existing federal 
and Minnesota laws, regulations, rulings and judicial decisions, and assuming the accuracy of certain 
representations and continuing compliance with certain covenants described below, the interest to be paid 
on the Tax-Exempt Bonds is excludable from gross income for federal income tax purposes and from 
taxable net income of individuals, estates or trusts for Minnesota income tax purposes; is includable in the 
income of corporations and financial institutions for purposes of the Minnesota franchise tax; and is not a 
specific tax preference item for purposes of the federal alternative minimum tax or the Minnesota 
alternative minimum tax applicable to individuals, estates and trusts.  The interest to be paid on the 
Tax-Exempt Bonds is included in adjusted current earnings of corporations in determining the alternative 
minimum taxable income of such corporations for purposes of the federal alternative minimum tax. 
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Arbitrage/Use of Proceeds.  Failure to comply with certain provisions of the Internal Revenue 
Code of 1986, as amended (the “Code”), may cause interest on the Tax-Exempt Bonds to become subject 
to federal and Minnesota income taxation retroactive to the date of issuance of the Tax-Exempt Bonds. 
These provisions include investment restrictions, required periodic payments of arbitrage profits to the 
United States, and requirements concerning the timely and proper use of Bond proceeds and the facilities 
and activities financed or refinanced therewith and certain other matters.  The documents authorizing the 
issuance of the Tax-Exempt Bonds include provisions which, if complied with by the State, are designed 
to meet the requirements of the Code.  Such documents also include a covenant of the Authority to take 
all legally permissible actions necessary to preserve the tax exemption of interest on the Tax-Exempt 
Bonds. However, no provision is made for redemption of the Tax-Exempt Bonds or for an increase in the 
interest rate on the Tax-Exempt Bonds in the event that interest on the Tax-Exempt Bonds becomes 
subject to federal or Minnesota income taxation. 

Discount Bonds.  The Tax-Exempt Bonds having a stated maturity in the year 2026 and bearing 
interest at a rate of 4.85% per annum, and the Tax-Exempt Bonds having a stated maturity in the year 
2031 (collectively, the “Discount Bonds”) are being sold at a discount from the principal amount payable 
on the Discount Bonds at maturity.  The difference between the price at which a substantial amount of the 
Discount Bonds of a given maturity is first sold to the public (the “Issue Price”) and the principal amount 
payable at maturity constitutes “original issue discount” under the Code.  The amount of original issue 
discount that accrues to a holder of a Discount Bond under Section 1288 of the Code is excludable from 
gross income for federal income tax purposes and from taxable net income of individuals, estates and 
trusts for Minnesota income tax purposes to the same extent that stated interest on such Discount Bonds 
would be so excluded.  The amount of the original issue discount that accrues with respect to a Discount 
Bond under Section 1288 is added to the tax basis of the owner in determining gain or loss upon 
disposition of such Discount Bond (whether by sale, exchange, redemption or payment at maturity). 
Original issue discount is taxable under the Minnesota franchise tax on corporations and financial 
institutions. 

Interest in the form of original issue discount accrues under Section 1288 pursuant to a constant 
yield method that reflects semiannual compounding on days that are determined by reference to the 
maturity date of the applicable Discount Bond.  The amount of original issue discount that accrues for any 
particular semiannual accrual period generally is equal to the excess of: (a) the product of (i) one-half of 
the yield to maturity on such Discount Bonds (adjusted as necessary for an initial short period) and (ii) the 
adjusted issue price of such Discount Bonds, over (b) the amount of stated interest actually payable on 
such Discount Bond for such semiannual accrual period.  For purposes of the preceding sentence, the 
adjusted issue price is determined by adding to the Issue Price for such Discount Bonds the original issue 
discount that is treated as having accrued during all prior semiannual accrual periods.  If a Discount Bond 
is sold or otherwise disposed of between semiannual compounding dates, then the original issue discount 
that would have accrued for that semiannual accrual period for federal income tax purposes is allocated 
ratably to the days in such accrual period. 

If a Discount Bond is purchased for a cost that exceeds the sum of the Issue Price plus accrued 
interest and accrued original issue discount, the amount of original issue discount that is deemed to accrue 
thereafter to the purchaser is reduced by an amount that reflects amortization of such excess over the 
remaining term of such Discount Bond. 

Except for the Minnesota rules described above, no opinion is expressed as to state and local 
income tax treatment of original issue discount. 
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Holders of Discount Bonds should consult their own advisors with respect to computation and 
accrual of original issue discount and with respect to the state and local tax consequences of owning such 
Discount Bonds. 

Premium Bonds.  The Tax-Exempt Bonds having a stated maturity in the years 2016 through 
2025, inclusive, and the Tax-Exempt Bonds having a stated maturity in the year 2026 and bearing interest 
at a rate of 5.25% per annum (collectively, the “Premium Bonds”) are being issued at a premium to the 
principal amount payable at maturity.  Except in the case of dealers, which are subject to special rules, 
Bondholders who acquire Premium Bonds must, from time to time, reduce their federal and Minnesota 
tax bases for the Premium Bonds for purposes of determining gain or loss on the sale, redemption or 
payment at maturity of such Premium Bonds.  Premium generally is amortized for federal and Minnesota 
income and franchise tax purposes on the basis of a bondholder’s constant yield to maturity or to certain 
call dates with semiannual compounding.  Bondholders who acquire Premium Bonds might recognize 
taxable gain upon sale of such Premium Bonds, even if such Premium Bonds are sold for an amount equal 
to or less than their original cost.  The amount of premium amortized in any period offsets a 
corresponding amount of interest for such period.  Amortized premium is not deductible for federal or 
Minnesota income tax purposes.  Bondholders who acquire Premium Bonds should consult their tax 
advisors concerning the calculation of bond premium and the timing and rate of premium amortization, as 
well as the state and local tax consequences of owning and selling such Premium Bonds. 

Collateral Tax Matters.  The following tax provisions also may be applicable to the Tax-Exempt 
Bonds and interest thereon: 

(a) Section 86 of the Code and corresponding provisions of Minnesota law require 
recipients of certain Social Security and Railroad Retirement benefits to take into account interest 
on the Tax-Exempt Bonds in determining the taxability of such benefits; 

(b) passive investment income, including interest on the Tax-Exempt Bonds, may be 
subject to taxation under Section 1375 of the Code and corresponding provisions of Minnesota 
law for an S corporation that has accumulated earnings and profits at the close of the taxable year 
if more than 25 percent of its gross receipts is passive investment income; 

(c) interest on the Tax-Exempt Bonds may be includable in the income of a foreign 
corporation for purposes of the branch profits tax imposed by Section 884 of the Code and is 
includable in the net investment income of foreign insurance companies for purposes of 
Section 842(b) of the Code; 

(d) in the case of an insurance company subject to the tax imposed by Section 831 of 
the Code, the amount which otherwise would be taken into account as losses incurred under 
Section 832(b)(5) of the Code must be reduced by an amount equal to 15 percent of the interest 
on the Tax-Exempt Bonds that is received or accrued during the taxable year; 

(e) Section 265 of the Code denies a deduction for interest on indebtedness incurred 
or continued to purchase or carry the Tax-Exempt Bonds, and Minnesota law similarly denies a 
deduction for such interest expense in the case of individuals, estates and trusts; indebtedness 
may be allocated to the Bonds for this purpose even though not directly traceable to the purchase 
of the Tax-Exempt Bonds; 

(f) federal and Minnesota laws also restrict the deductibility of other expenses 
allocable to the Tax-Exempt Bonds; 
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(g) in the case of a financial institution, no deduction is allowed under the Code for 
that portion of the holder’s interest expense which is allocable to interest on the Tax-Exempt 
Bonds within the meaning of Section 265(b) of the Code; and 

(h) receipt of interest on the Tax-Exempt Bonds may affect taxpayers otherwise 
entitled to claim the earned income credit under Section 32 of the Code. 

The foregoing is not intended to be an exhaustive discussion of collateral tax consequences 
arising from ownership, disposition, or receipt of interest on the Tax-Exempt Bonds. Prospective 
purchasers or bondholders should consult their tax advisors with respect to collateral tax consequences 
and applicable state and local tax rules in states other than Minnesota. 

Backup Withholding.  As a result of the enactment of the Tax Increase Prevention and 
Reconciliation Act of 2005, interest on Tax-Exempt obligations such as the Tax-Exempt Bonds is subject 
to information reporting in a manner similar to interest paid on taxable obligations.  Backup withholding 
may be imposed on payments made after March 31, 2007 to any bondholder who fails to provide certain 
required information including an accurate taxpayer identification number to any person required to 
collect such information pursuant to Section 6049 of the Code.  The reporting requirement does not in and 
of itself affect or alter the excludability of interest on the Tax-Exempt Bonds from gross income for 
federal income tax purposes or any other federal tax consequence of purchasing, holding or selling 
Tax-Exempt obligations. 

The Taxable Bonds 

General.  The interest on the Taxable Series 2011A Bonds (the “Taxable Bonds”) is included in 
gross income for federal income tax purposes, in taxable net income of individuals, trusts and estates for 
Minnesota income tax purposes and in the income of corporations and financial institutions for purposes 
of the Minnesota franchise tax.  Purchasers of the Taxable Bonds should consult their own tax advisors as 
to the federal, state or local tax consequences of purchasing or owning the Taxable Bonds. 

Backup Withholding.  Certain purchasers may be subject to backup withholding at the application 
rate determined by statute with respect to interest paid with respect to the Taxable Bonds if the 
purchasers, upon issuance, fail to supply the their brokers with their taxpayer identification numbers, 
furnish incorrect taxpayer identification numbers, fail to report interest, dividends or other “reportable 
payments” (as defined in the Code) properly, or, under certain circumstances, fail to provide a certified 
statement, under penalty of perjury, that they are not subject to backup withholding.  

To ensure compliance with Treasury Circular 230, taxpayers holding the Taxable Bonds are 
hereby notified that: (a) any discussion of U.S. federal tax issues in this Official Statement is not intended 
or written by us to be relied upon, and cannot be relied upon, by taxpayers for the purpose of avoiding 
penalties that may be imposed on taxpayers under the Code; (b) such discussion is written in connection 
with the promotion or marketing of the transactions or matters addressed herein; and (c) taxpayers 
should seek advice based on their particular circumstances from an independent tax advisor. 

Changes in Federal and State Tax Law 

From time-to-time, there are legislative proposals in the Congress and in the states that, if 
enacted, could alter or amend the federal and state tax matters referred to above or adversely affect the 
market value of the Series 2011 Bonds.  One such proposal is the American Jobs Act of 2011 (S. 1549), 
proposed by the President and introduced in the Senate on September 13, 2011.  If enacted as introduced, 
a provision of S. 1549 would limit the amount of exclusions (including tax-exempt interest) and 
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deductions available to certain high income taxpayers for taxable years after 2012, and as a result could 
affect the market price or marketability of the Tax-Exempt Series 2011B Bonds.  It cannot be predicted 
whether or in what form any such proposal might be enacted or whether if enacted it would apply to 
bonds issued prior to enactment.  In addition, regulatory actions are from time-to-time announced or 
proposed and litigation is threatened or commenced which, if implemented or concluded in a particular 
manner, could adversely affect the market value of the Series 2011 Bonds.  It cannot be predicted whether 
any such regulatory action will be implemented, how any particular litigation or judicial action will be 
resolved, or whether the Series 2011 Bonds or the market value thereof would be impacted thereby. 
Purchasers of the Series 2011 Bonds should consult their tax advisors regarding any pending or proposed 
legislation, regulatory initiatives or litigation.  The opinions expressed by Transaction Counsel are based 
upon existing legislation and regulations as interpreted by relevant judicial and regulatory authorities as of 
the date of issuance and delivery of the Series 2011 Bonds and Transaction Counsel has expressed no 
opinion as of any date subsequent thereto or with respect to any pending legislation, regulatory initiatives 
or litigation. 

ERISA CONSIDERATIONS 

The Employee Retirement Income Security Act of 1974, as amended (“ERISA”), imposes certain 
fiduciary obligations and prohibited transaction restrictions on employee pension and welfare benefit 
plans subject to ERISA (“ERISA Plans”). Section 4975 of the Code imposes substantially similar 
prohibited transaction restrictions on certain employee benefit plans, including tax qualified retirement 
plans described in Section 401(a) of the Code (“Qualified Retirement Plans”) and on individual 
retirement accounts and annuities described in Sections 408 (a) and (b) of the Code (“IRAs,” collectively, 
with Qualified Retirement Plans, “Tax Favored Plans”). Certain employee benefit plans, such as 
governmental plans (as defined in Section 3(32) of ERISA), and, if no election has been made under 
Section 410(d) of the Code, church plans (as defined in Section 3(33) of ERISA) (“Non ERISA Plans”), 
are not subject to the requirements set forth in ERISA or the prohibited transaction restrictions under 
Section 4975 of the Code. Accordingly, the assets of such Non ERISA Plans may be invested in the 
Taxable Bonds without regard to the ERISA or Code considerations described below, provided that such 
investment is not otherwise subject to the provisions of other applicable federal and state law (“Similar 
Laws”). Any governmental plan or church plan that is qualified under Section 401(a) and exempt from 
taxation under Section 501(a) of the Code is, nevertheless, subject to the prohibited transaction rules set 
forth in Section 503 of the Code. 

In addition to the imposition of general fiduciary requirements, including those of investment 
prudence and diversification and the requirement that an ERISA Plan’s investment of its assets be made 
in accordance with the documents governing such ERISA Plan, Section 406 of ERISA and Section 4975 
of the Code prohibit a broad range of transactions involving assets of ERISA Plans and Tax Favored 
Plans (“Plan” or collectively “Plans”) and entities whose underlying assets include “plan assets” by 
reason of Plans investing in such entities with persons (“Parties in Interest” or “Disqualified Persons” 
as such terms are defined in ERISA and the Code, respectively) who have certain specified relationships 
to the Plans, unless a statutory, class or administrative exemption is available.  Parties in Interest or 
Disqualified Persons that participate in a prohibited transaction may be subject to a penalty (or an excise 
tax) imposed pursuant to Section 502(i) of ERISA or Section 4975 of the Code unless a statutory, class or 
administrative exemption is available.  Section 502(l) of ERISA requires the Secretary of the U.S. 
Department of Labor (the “DOL”) to assess a civil penalty against a fiduciary who violates any fiduciary 
responsibility under ERISA or commits any other violation of part 4 of Title I of ERISA or any other 
person who knowingly participates in such breach or violation.  If the investment constitutes a prohibited 
transaction under Section 408(e) of the Code, the IRA may lose its tax exempt status. 
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The investment in a security by a Plan may, in certain circumstances, be deemed to include an 
investment in the assets of the entity issuing such security, such as the Authority.  Certain transactions 
involving the purchase, holding or transfer of Taxable Bonds may be deemed to constitute prohibited 
transactions if assets of the Authority are deemed to be assets of a Plan.  These concepts are discussed in 
greater detail below. 

Plan Asset Regulation 

The DOL has promulgated a regulation set forth at 29 C.F.R. § 2510.3 101 (the “Plan Asset 
Regulation”) concerning whether or not the assets of an ERISA Plan would be deemed to include an 
interest in the underlying assets of an entity (such as the Authority) for purposes of the general fiduciary 
responsibility provisions of ERISA and for the prohibited transaction provisions of ERISA and Section 
4975 of the Code, when a Plan acquires an “equity interest” in such entity.  ERISA Section 3(42) defines 
the term “plan assets.”  Depending upon a number of factors set forth in the Plan Asset Regulation, “plan 
assets” may be deemed to include either a Plan’s interest in the assets of an entity (such as the Authority) 
in which it holds an equity interest or merely to include its interest in the instrument evidencing such 
equity interest.  For purposes of this section, the terms “plan assets” (“Plan Assets”) and the “assets of a 
Plan” have the meaning specified in the Plan Asset Regulation and ERISA Section 3(42) and include an 
undivided interest in the underlying interest of an entity which holds Plan Assets by reason of a Plan’s 
investment therein (a “Plan Asset Entity”). 

Under the Plan Asset Regulation, the assets of the Authority would be treated as Plan Assets if a 
Plan acquires an equity interest in the Authority and none of the exceptions contained in the Plan Asset 
Regulation is applicable. The Plan Asset Regulation provides an exemption from “plan asset” treatment 
for securities issued by an entity if such securities are debt securities under applicable state law with no 
“substantial equity features.” If the Taxable Bonds are treated as having substantial equity features, a Plan 
or a Plan Asset Entity that purchases Taxable Bonds could be treated as having acquired a direct interest 
in the Authority.  In that event, the purchase, holding, transfer or resale of the Taxable Bonds could result 
in a transaction that is prohibited under ERISA or the Code.  While not free from doubt, on the basis of 
the Taxable Bonds as described herein, it appears that the Taxable Bonds should be treated as debt 
without substantial equity features for purposes of the Plan Asset Regulation. 

In the event that the Taxable Bonds cannot be treated as indebtedness for purposes of ERISA, 
under an exception to the Plan Asset Regulation, the assets of a Plan will not include an interest in the 
assets of an entity, the equity interests of which are acquired by the Plan, if at no time do Plans in the 
aggregate own 25% or more of the value of any class of equity interests in such entity, as calculated under 
the Plan Asset Regulation and ERISA Section 3(42).  Because the availability of this exception depends 
upon the identity of the Taxable Bondholders at any time, there can be no assurance that the Taxable 
Bonds will qualify for this exception and that the Authority’s assets will not constitute a Plan Asset 
subject to ERISA’s fiduciary obligations and responsibilities.  Therefor, neither a Plan nor a Plan Asset 
Entity should acquire or hold Taxable Bonds in reliance upon the availability of this exception under the 
Plan Asset Regulation. 

Prohibited Transactions 

The acquisition or holding of Taxable Bonds by or on behalf of a Plan, whether or not the 
underlying assets are treated as Plan Assets, could give rise to a prohibited transaction if the Authority or 
any of its respective affiliates is or becomes a Party in Interest or Disqualified Person with respect to such 
Plan, or in the event that a Taxable Bond is purchased in the secondary market by a Plan from a Party in 
Interest or Disqualified Person with respect to such Plan.  There can be no assurance that the Authority or 
any of its respective affiliates will not be or become a Party in Interest or a Disqualified Person with 

- 87 -



 

 

 

 
 

 

  
 

 

 
 

 

 

 

  

  

 
 

 

 
 

 
 

  

 
 

  

respect to a Plan that acquires Taxable Bonds.  Any such prohibited transaction could be treated as 
exempt under ERISA and the Code if the Taxable Bonds were acquired pursuant to and in accordance 
with one or more statutory exemptions, individual exemptions or “class exemptions” issued by the DOL. 
Such class exemptions include, for example, Prohibited Transaction Class Exemption (“PTCE”) 75 1 (an 
exemption for certain transactions involving employee benefit plans and broker dealers, reporting dealers 
and banks), PTCE 84 14 (an exemption for certain transactions determined by an independent qualified 
professional asset manager), PTCE 90 1 (an exemption for certain transactions involving insurance 
company pooled separate accounts), PTCE 91 38 (an exemption for certain transactions involving bank 
collective investment funds), PTCE 95 60 (an exemption for certain transactions involving an insurance 
company’s general account) and PTCE 96 23 (an exemption for certain transactions determined by a 
qualifying in house asset manager). 

The Underwriters, the Trustee or their affiliates may be the sponsor of, or investment advisor with 
respect to, one or more Plans.  Because these parties may receive certain benefits in connection with the 
sale or holding Taxable Bonds, the purchase of Taxable Bonds using plan assets over which any of these 
parties or their affiliates has investment authority might be deemed to be a violation of a provision Title I 
of ERISA or Section 4975 of the Code. Accordingly, Taxable Bonds may not be purchased using the 
assets of any Plan if any of the Underwriters, the Trustee or their affiliates has investment authority for 
those assets, or is an employer maintaining or contributing to the plan, unless an applicable prohibited 
transaction exemption is available and such prohibited transaction exemption covers such purchase. 

Purchaser’s/Transferee’s Representations and Warranties 

Each purchaser and each transferee of a Taxable Bond (including a Plan’s fiduciary, as 
applicable) shall be deemed to represent and warrant that (a) it is not a Plan and is not acquiring the 
Taxable Bond directly or indirectly for, or on behalf of, a Plan or with Plan Assets, Plan Asset Entity or 
any entity whose underlying assets are deemed to be plan assets of such Plan; or (b) the acquisition and 
holding of the Taxable Bonds by or on behalf of, or with Plan Assets of, any Plan, Plan Asset Entity or 
any entity whose underlying assets are deemed to be Plan Assets of such Plan is permissible under 
applicable law, will not result in any non exempt prohibited transaction under Section 406 of ERISA or 
Section 4975 of the Code or Similar Law, and will not subject the Authority or Underwriters to any 
obligation not affirmatively undertaken in writing. 

Consultation With Counsel 

Any Plan fiduciary or other investor of Plan Assets considering whether to acquire or hold 
Taxable Bonds on behalf of or with Plan Assets of any Plan or Plan Asset Entity, and any insurance 
company that proposes to acquire or hold Taxable Bonds, should consult with its counsel with respect to 
the potential applicability of the fiduciary responsibility provisions of ERISA and the prohibited 
transaction provisions of Section 406 of ERISA and Section 4975 of the Code with respect to the 
proposed investment and the availability of any prohibited transaction exemption.  A fiduciary with 
respect to a Non ERISA Plan which is a Tax Favored Plan that proposes to acquire or hold Taxable Bonds 
should consult with counsel with respect to the applicable federal, state and local laws. 

LITIGATION 

There is no litigation pending in any court (either State or federal) to restrain or enjoin the 
issuance or delivery of the Series 2011 Bonds or questioning the creation, organization or existence of the 
Authority, the validity or enforceability of the Indenture, the sale of the Pledged Settlement Payments by 
the State to the Authority, the proceedings for the authorization, execution, authentication and delivery of 
the Series 2011 Bonds, or the validity of the Series 2011 Bonds. 
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RATINGS 

It is a condition to the obligation of the Underwriters to purchase the Series 2011 Bonds that, at 
the date of delivery thereof to the Underwriters, the Series 2011 Bonds maturing on March 1, 2014 
through March 1, 2022 will be assigned a rating of “A” by S&P, and the Series 2011 Bonds maturing on 
March 1, 2023 and thereafter will be assigned a rating of “A-” by S&P, and the Series 2011 Bonds will be 
assigned a rating of “BBB+” by Fitch. 

A credit rating is not a recommendation to buy, sell or hold securities, and such ratings may be 
subject to revision or withdrawal at any time.  The ratings by S&P and Fitch of the Series 2011 Bonds 
reflect only the views of such organization and any desired explanation of the significance of such ratings 
and any outlooks or other statements given by such Rating Agency with respect thereto should be 
obtained from the Rating Agencies. 

The Rating Agencies’ respective views of the tobacco industry are a key factor in their ratings of 
tobacco settlement securitizations.  See also “RISK FACTORS—Limited Nature of the Rating of the 
Series 2011 Bonds; Reduction, Suspension or Withdrawal of a Rating”. 

Except as may be required by the Undertaking as defined above under the heading 
“CONTINUING DISCLOSURE UNDERTAKING” the State undertakes no responsibility either to bring 
to the attention of the owners of the Bonds any proposed change in or withdrawal of such ratings or to 
oppose any such revision or withdrawal. 

There is no assurance that the initial ratings assigned to the Series 2011 Bonds will continue for 
any given period of time or that any of such ratings will not be revised downward, suspended or 
withdrawn entirely by the Rating Agency.  Any such downward revision, suspension or withdrawal of 
such rating may have an adverse effect on the availability of a market for or the market price of the Series 
2011 Bonds. 

LEGAL INVESTMENT 

The Act provides that the State, the investment board, public officers, municipal corporations, 
political subdivisions and public bodies, and banks, bankers, savings and loan associations, credit unions, 
trust-companies, savings banks and institutions, investment companies,  insurance companies, insurance 
associations, and other persons carrying on a banking or insurance business, and personal representatives, 
guardians, trustees, and other fiduciaries may legally invest any sinking funds, moneys, or other funds 
belonging to them or under their control in the Series 2011 Bonds issued pursuant to the Act, provided, 
however, that nothing contained in the Act may be construed as relieving any person, firm, or corporation 
from any duty of exercising reasonable care in selecting securities for purchase or investment. 

UNDERWRITING 

The underwriters listed on the cover page hereof (the “Underwriters”) have jointly and severally 
agreed, subject to certain conditions, to purchase all, but not less than all, of the Series 2011 Bonds from 
the Authority at an aggregate underwriters’ discount of $3,942,307.28.  The Underwriters will be 
obligated to purchase all of the Series 2011 Bonds if any are purchased.  The initial public offering prices 
of the Series 2011 Bonds may be changed from time to time by the Underwriters. 

Barclays Capital Inc. is acting as representative on behalf of the Underwriters. 

- 89 -

http:3,942,307.28


 

 

 

 

 

 
 

 

 
 

 

 

 

 

  

 

 

Wells Fargo Securities is the trade name for certain capital markets and investment banking 
services of Wells Fargo & Company and its subsidiaries, including Wells Fargo Bank, National 
Association (“WFBNA”).  WFBNA, one of the underwriters of the Series 2011 Bonds, has entered into 
an agreement (the “Distribution Agreement”) with Wells Fargo Advisors, LLC (“WFA”) for the retail 
distribution of certain municipal securities offerings, such as the Series 2011 Bonds.  Pursuant to the 
Distribution Agreement, WFBNA will share with WFA a portion of its underwriting compensation, 
relating to any Series 2011 Bonds that are sold by WFA.  WFBNA and WFA are both subsidiaries of 
Wells Fargo & Company. 

LEGAL MATTERS 

Kutak Rock LLP, Omaha, Nebraska, as Transaction Counsel, will render its opinion with respect 
to the validity of the Series 2011 Bonds in substantially the form set forth in Appendix C hereto. 

Certain legal matters with respect to the State will be passed upon by the Attorney General of the 
State. 

Certain legal matters will be passed upon for the Underwriters by Nixon Peabody LLP, as 
Underwriters’ Counsel. 

OTHER PARTIES 

Financial Advisor 

Public Financial Management, Inc. is employed as Financial Advisor to the Authority in 
connection with the issuance of the Series 2011 Bonds.  The Financial Advisor’s fee for services rendered 
with respect to the sale of the Series 2011 Bonds is not contingent upon the issuance and delivery of the 
Series 2011 Bonds. Public Financial Management, Inc., in its capacity as Financial Advisor, does not 
assume any responsibility for the information, covenants and representations contained in any of the legal 
documents with respect to the federal income tax status of the Series 2011 Bonds, or the possible impact 
of any present, pending or future actions taken by any legislative or judicial bodies. 

The Financial Advisor to the Authority has provided the following sentence for inclusion in this 
Official Statement.  The Financial Advisor has reviewed the information in this Official Statement in 
accordance with, and as part of, its responsibilities to the Authority and, as applicable, to investors under 
the federal securities laws as applied to the facts and circumstances of this transaction, but the Financial 
Advisor does not guarantee the accuracy or completeness of such information. 
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Global Insight 

Global Insight has been retained as an independent econometric expert.  The Global Insight 
Report attached as APPENDIX B hereto is included herein in reliance on Global Insight as experts in 
such matters.  Global Insight’s fees for acting as the independent econometric consultant are not 
contingent upon the issuance of the Series 2011 Bonds.  The Global Insight Report should be read in its 
entirety. 

TOBACCO SECURITIZATION AUTHORITY 

By:  /s/ James D. Schowalter 
Chair 

Dated: November 17, 2011 
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STATE OF MINNESOTA DISTRICT COURT
 

COUNTY OF RAMSEY SECOND JUDICIAL DISTRICT
 

THE STATE OF MINNESOTA, Case Type: Other Civil 
BY HUBERT H. HUMPHREY III, Court File No. C1-94-8565 
ITS ATTORNEY GENERAL, 

and 

BLUE CROSS AND BLUE SHIELD 
OF MINNESOTA, 

Plaintiffs, 

vs. 

PHILIP MORRIS INCORPORATED, 
R.J. REYNOLDS TOBACCO COMPANY, 
BROWN & WILLIAMSON TOBACCO 
CORPORATION, B.A.T. INDUSTRIES 
P.L.C., BRITISH-AMERICAN TOBACCO 
COMPANY LIMITED, BAT (U.K. & 
EXPORT) LIMITED, LORILLARD 
TOBACCO COMPANY, THE AMERICAN 
TOBACCO COMPANY, LIGGETT GROUP, 
INC., THE COUNCIL FOR TOBACCO 
RESEARCH-U.S.A., INC., and THE 
TOBACCO INSTITUTE, INC., 

Defendants. 

SETTLEMENT AGREEMENT AND STIPULATION 
FOR ENTRY OF CONSENT JUDGMENT

    THIS SETTLEMENT AGREEMENT AND RELEASE (“Settlement Agreement”) is made as 

of the date hereof, by and among the parties hereto, as indicated by their signatures below, to settle 

1
 

A-1
 



    

    

 

 

 

 

     

 

 

     

and resolve with finality all claims of the State of Minnesota relating to the subject matter of this 

action which have been or could have been asserted by the State of Minnesota. 

WHEREAS, the State of Minnesota, through its Attorney General Hubert H. Humphrey III, 

and Blue Cross and Blue Shield of Minnesota, commenced this action on August 17, 1994, 

asserting various claims for monetary, equitable and injunctive relief on behalf of the State of 

Minnesota and Blue Cross and Blue Shield of Minnesota against certain tobacco manufacturers and 

others as Defendants; 

WHEREAS, the Defendants have denied each and every one of Plaintiffs’ allegations of 

unlawful conduct or wrongdoing and have asserted a number of defenses to Plaintiffs’ claims, which 

defenses have been contested by Plaintiffs; 

WHEREAS, the parties hereto wish to avoid the further expense, delay, inconvenience, 

burden and uncertainty of continued litigation of this matter (including appeals from any verdict), 

the State of Minnesota and the Settling Defendants have agreed to settle this litigation pursuant to 

terms which will achieve for the State of Minnesota (and thus for the people of the State of 

Minnesota) significant funding for the advancement of public health, the implementation of 

important tobacco-related public health measures in Minnesota, as well as funding for national 

research dedicated to studying and significantly reducing the use of Tobacco Products by youth; 

WHEREAS, the State of Minnesota and Settling Defendants have agreed to settle this 

lawsuit on terms set forth in this Settlement Agreement and Stipulation for Entry of Consent 

Judgment and the attached Consent Judgment; 

WHEREAS, the parties have further agreed to jointly petition the Court for approval of the 

Consent Judgment, on the grounds that settlement would be in the public interest; 
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NOW, THEREFORE, BE IT KNOWN THAT, in consideration of the payments to be made 

by the Settling Defendants, the dismissal and release of claims by the State of Minnesota and such 

other consideration as described herein, the sufficiency of which is hereby acknowledged, the 

parties hereto, acting by and through their authorized agents, memorialize and agree as follows: 

I. GENERAL PROVISIONS 

A. Jurisdiction. The State and the Settling Defendants acknowledge that this Court has 

jurisdiction over the subject matter of this action and over each of the parties to this Settlement 

Agreement, and that this Court shall retain jurisdiction for the purposes of implementing and 

enforcing this Settlement Agreement.  The parties hereto agree to present any disputes under this 

Settlement Agreement, including without limitation any claims for breach or enforcement of this 

Settlement Agreement, exclusively to this Court.  The Court may, upon the State’s application, enter 

a Consent Judgment in the form attached hereto as Exhibit A.  The cumulative terms of this 

Settlement Agreement and Stipulation for Entry of Consent Judgment, and the attached Consent 

Judgment, may be referred to for convenience as this “Agreement” or “Settlement Agreement.” 

B.   Voluntary Agreement of the Parties.  The State and the Settling Defendants acknowledge 

and agree that this Settlement Agreement is voluntarily entered into by all parties hereto as the result 

of arm’s-length negotiations during which all such parties were represented by counsel.  The State 

and Settling Defendants understand that Congress may enact legislation dealing with some of the 

issues addressed in this Agreement.  Settling Defendants and their assigns, affiliates, agents, and 

successors hereby waive any right to challenge this Agreement or the Consent Judgment, directly 

or through third parties, on the ground that any term hereof is unconstitutional, outside the power 
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or jurisdiction of the Court, preempted by or in conflict with any current or future federal legislation 

(except where non-economic terms of future federal legislation are irreconcilable). 

C. Definitions. 

For the purposes of this Settlement Agreement and attached Consent Judgment, the 

following terms shall have the meanings set forth below: 

1. “State” or “State of Minnesota” means the State of Minnesota acting by and 

through its Attorney General; 

2. “Blue Cross” means BCBSM, Inc., d/b/a Blue Cross and Blue Shield of 

Minnesota, and all of its administrators, representatives, employees, directors, officers, 

agents, attorneys, parents and divisions; 

3. “Settling Defendants” means those Defendants in this action that are 

signatories hereto; 

4. “Defendants” means Philip Morris Incorporated, R.J. Reynolds Tobacco 

Company, Brown & Williamson Tobacco Corporation, B.A.T Industries P.L.C., British-

American Tobacco Company Limited, BAT (U.K. and Export) Limited, Lorillard Tobacco 

Company, The American Tobacco Company, The Council for Tobacco Research-U.S.A., 

Inc., and the Tobacco Institute, Inc. and their successors and assigns; 

5. “Consumer Price Index” shall mean the Consumer Price Index for All Urban 

Consumers, for the most recent twelve-month period for which such percentage information 

is available as published by the Bureau of Labor Statistics of the U.S. Department of Labor. 

6. “Court” means the District Court of the State of Minnesota, County of 

Ramsey, Second Judicial District; 
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7. “Market Share” means a Settling Defendant’s respective share of sales of 

cigarettes by unit for consumption in the United States during (i) with respect to payments 

made pursuant to Paragraph II.D. of this Settlement Agreement, the calendar year ending on 

the date on which the payment at issue is due, regardless of when such payment is made, 

and (ii) with respect to all other payments made pursuant to this Settlement Agreement, the 

calendar year immediately preceding the year in which the payment at issue is due, 

regardless of when such payment is made; 

8. “Cigarettes” means any product which contains nicotine, is intended to be 

burned or heated under ordinary conditions of use, and consists of or contains (i) any roll 

of tobacco wrapped in paper or in any substance not containing tobacco; or (ii) tobacco, in 

any form, that is functional in the product, which, because of its appearance, the type of 

tobacco used in the filler, or its packaging and labeling, is likely to be offered to, or 

purchased by, consumers as a cigarette; or (iii) any roll of tobacco wrapped in any substance 

containing tobacco which, because of its appearance, the type of tobacco used in the filler, 

or its packaging and labeling, is likely to be offered to, or purchased by, consumers as a 

cigarette described in subparagraph (i) of this paragraph; 

9. “Smokeless Tobacco” means any powder that consists of cut, ground, 

powdered, or leaf tobacco that contains nicotine and that is intended to be placed in the oral 

cavity; 

10. “Tobacco Products” means Cigarettes and Smokeless Tobacco; 

11. “Billboards” includes billboards, as well as all signs and placards in arenas and 

stadiums, whether open-air or enclosed. Billboards” does not include (1) any advertisements 
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placed on or outside the premises of retail establishments which sell tobacco products, or any retail 

point-of-sale; and (2) billboards or advertisements in connection with the sponsorship by the 

Defendants of any entertainment, sporting or similar event, such as NASCAR, that appears in the 

State of Minnesota as part of a national or multi-state tour; 

12. “Children” or “youth” means persons under the age of 18; 

13. “Depository,” unless otherwise specified, means the Minnesota document 

depository established by the Court’s Order dated June 16, 1995.  “Depositories” includes 

both the Minnesota depository and the Guildford, U.K. document depository established by 

the Court’s Order dated September 6, 1995; 

14. “Transit Advertisements” means advertising on private or public vehicles and 

all advertisements placed at, on or within any bus stop, taxi stand, waiting area, train station, 

airport or any similar location.  “Transit Advertisements” does not include any 

advertisements placed on or outside the premises of retail establishments licensed to sell 

Tobacco Products or any retail point-of-sale; 

15. “Special State Counsel” means Robins, Kaplan, Miller & Ciresi L.L.P. or a 

successor, if any; and 

16. “Final Approval” means the date on which this Settlement Agreement and 

the form of State Escrow Agreement are approved by the Court. At the time of such 

approval, the settlement between the parties is final. 

II. SETTLEMENT PAYMENTS 

A. Settlement Receipts. The payments to be made by the Settling Defendants under this 

Settlement  Agreement  are  in satisfaction  of  all  of  the State of Minnesota’s claims for damages 
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incurred by the State in the year of such payment or earlier years related to the subject matter of this 

action, including, without limitation, claims for equitable and injunctive relief, claims for health 

care expenditures and claims for punitive damages, except that no part of any payment under this 

Settlement Agreement is made in settlement of an actual or potential liability for a fine, penalty 

(civil or criminal) or enhanced damages. 

B. Settlement Payments to the State of Minnesota. Each Settling Defendant severally shall 

cause to be paid to an account designated in writing by the State of Minnesota in accordance with and 

subject to paragraph II.E. of this Settlement Agreement, the following amounts:  the amount listed for 

it in Schedule A hereto, such amount representing its share of $240,000,000, to be paid on or before 

September 5, 1998; pro rata in proportion to its Market Share, its share of $220,800,000, to be paid 

on or before January 4, 1999; pro rata in proportion to its Market Share, its share of $242,550,000, 

to be paid on or before January 3, 2000; pro rata in proportion to its Market Share, its share of 

$242,550,000, to be paid on or before January 2, 2001; pro rata in proportion to its Market Share, its 

share of $242,550,000, to be paid on or before January 2, 2002; and pro rata in proportion to its 

Market Share, its share of $121,550,000, to be paid on or before January 2, 2003.  The payments 

made by the Settling Defendants pursuant to this Paragraph shall be adjusted upward by the greater 

of 3% or the Consumer Price Index applied each year on the previous year, beginning with the 

payment due to be made on or before January 3, 2000.  The payments due to be made by the Settling 

Defendants pursuant to this Paragraph on or before January 3, 2000, on or before January 2, 2001, 

on or before January 2, 2002, and on or before January 2, 2003, will also be decreased or increased, 

as the case may be, in accordance with the formula for adjustments of payments as set forth in 

Appendix A.  The payments due to be made by the Settling Defendants pursuant to this Paragraph 
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on or before September 5, 1998, and on or before January 4, 1999, shall not be subject to inflation 

escalation and volume adjustments described in the preceding sentences. 

In the event that any of the Settling Defendants fails to make any payment required of it 

pursuant to this Paragraph (a “Defaulting Defendant”) by the applicable date set forth in this 

paragraph II.B. (a “Missed Payment”), the State of Minnesota shall provide notice to each of the 

Settling Defendants of such non-payment.  The Defaulting Defendant shall have 15 days after receipt 

of such notice to pay the Missed Payment, together with interest accrued from the original applicable 

due date at the prime rate as published in the Wall Street Journal on the latest publication date on or 

before the date of default plus 3%.  If the Defaulting Defendant does not make such payment within 

such 15-day period, the State of Minnesota shall provide notice to each of the Settling Defendants of 

such continued non-payment. Any or all of the Settling Defendants (other than the Defaulting 

Defendant) shall thereafter have 15 days after receipt of such notice to elect (in such Settling 

Defendant’s or such Settling Defendants’ sole and absolute discretion) to pay the Missed Payment, 

together with interest accrued from the original applicable due date at the prime rate as published in 

the Wall Street Journal on the latest publication date on or before the date of default plus 3%.  In the 

event that the State of Minnesota does not receive the Missed Payment, together with such accrued 

interest, within such additional 15-day period, all payments required to be made by each of the 

respective Settling Defendants pursuant to this Paragraph shall at the end of such additional 15-day 

period be accelerated and shall immediately become due and owing to the State of Minnesota from 

each Settling Defendant pro rata in proportion to its Market Share; provided, however, that any such 

accelerated payments (a) shall all be adjusted upward by the greater of (i) the rate of 3% per annum 

or (ii) the actual total percent change in the CPI, in either instance for the period between January 1 
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of the year in which the acceleration of payments pursuant to this Paragraph occurs and the date on 

which such accelerated payments are due pursuant to this subsection, and (b) shall all immediately 

be adjusted in accordance with the formula for adjustments of payments set forth in Appendix A. 

Nothing in this Paragraph shall be deemed under any circumstance to create any obligation 

on the part of any Settling Defendant to pay any amount owed or payable to the State of Minnesota 

by any other Settling Defendant. All obligations of the Settling Defendants pursuant to this Paragraph 

are intended to be and shall remain several, and not joint. 

C.  Public Health Foundation. The Attorney General will propose, and the Settling 

Defendants have agreed not to oppose, that the Legislature appropriate to a foundation one-half the 

payments due in September 1998, and in January of the years 1999 through 2003, to be used for such 

activities as the directors of the foundation may determine will diminish the human and economic 

consequences of tobacco use.  It is contemplated that the directors of the foundation will include 

public representatives, and representatives of such groups as the American Lung Association, 

Minnesota Chapter; the University of Minnesota School of Public Health; the Minnesota SmokeFree 

2000 Coalition; the American Cancer Society, Minnesota Division; the American Heart Association, 

Minnesota Chapter; the Association for Non-Smokers’ Rights--Minnesota; and the Mayo Clinic 

Nicotine Dependence Center. 

D. Annual Payments. Each of the Settling Defendants agrees that, beginning on 

December 31, 1998, and annually thereafter on December 31st of each year after 1998 (subject to 

final adjustment within 30 days), it shall severally cause to be paid to an account designated in writing 

by the State of  Minnesota  in accordance  with  and subject  to  paragraph II.E. of this Settlement 
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Agreement, pro rata in proportion to its respective Market Share, its share of 2.55% of the following 

amounts (in billions): 

Year 1998 1999 2000 2001 2002 2003 thereafter 

1 2 3 4 5 6 

Amount $4B $4.5B $5B $6.5B $6.5B $8B $8B 

The payments made by Settling Defendants pursuant to this Paragraph  shall be adjusted upward by 

the greater of 3% or the Consumer Price Index applied each year on the previous year, beginning with 

the annual payment due on December 31, 1999.  Such payments will also be decreased or increased, 

as the case may be, beginning with the annual payment due on December 31, 1999, in accordance 

with the formula for adjustments of payments set forth in Appendix A. 

E. Payment of Settlement Proceeds. Any payment made pursuant to this Settlement 

Agreement shall be made to an account designated in writing by the State of Minnesota or the Court, 

as applicable; provided that after Final Approval, if the Court’s approval is challenged by any third 

party, payments due to be made shall be paid into a special escrow account (the “State Escrow 

Account”), and held in escrow pursuant to this Section V.B. and the State Escrow Agreement. 

F. Adjustments in Event of Federal Legislation. The enactment of federal tobacco-related 

legislation shall not affect the payments required by this Agreement except as follows: 

1. If federal tobacco-related legislation providing for the resolution or other 

disposition of State Attorney General actions brought against tobacco companies is enacted 

on or before November 30, 2000, and if such legislation provides for payment(s) by tobacco 

companies (whether by settlement payment, tax or any other means), all or part of which is 

made available to States, the State of Minnesota shall elect to receive any funds that are (i) 
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unrestricted as to their use, or (ii) are restricted to any form of health care or to any use related to 

tobacco (collectively “Federal Settlement Funds”), and Settling Defendants shall receive a dollar-for­

dollar offset up to the full amount of payments required under Section II.D of this Agreement for any 

and all Settlement Funds received by the State of Minnesota, until all Federal Settlement Funds 

provided however: 

a. There shall be no offset to payments required by this Agreement on 

account of any federal program, subsidies, payments, credits or other aid to the State 

which are not conditioned or tied to the settlement of a state tobacco-related suit or the 

relinquishment of state tobacco-related claims; 

b. The State relinquishes no rights or benefits under this Agreement except 

for payments subject to the offset; 

c. There are no federally imposed preconditions to the receipt of Federal 

Settlement Funds other than (i) the settlement of any state tobacco-related lawsuit or 

the relinquishment of state tobacco-related claims, (ii) actions or expenditures related 

to tobacco, including but not limited to, education, cessation, control or enforcement, 

or (iii) actions or expenditures related to health care; 

d. If Settling Defendants enter into any pre-verdict settlement agreement 

(subsequent to the date of this Agreement) of similar litigation brought by a non-

federal governmental plaintiff which does not require such an offset, this Section is 

null and void; 

e. If Settling Defendants enter into any pre-verdict settlement agreement 

(subsequent  to  the  date  of this Agreement) of similar litigation brought by a non­
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federal governmental plaintiff which has an offset term more favorable to the plaintiff, this Settlement 

Agreement shall, at the option of the Office of the Attorney General of the State of Minnesota, be 

revised to include a comparable term. 

2. Nothing in this section is intended to or shall reduce the total amounts payable 

to the State under this Agreement by Settling Defendants beyond the amount of Federal 

Settlement Funds actually received by the State of Minnesota. 

III. DISMISSAL OF CLAIMS AND RELEASES 

A. State of Minnesota’s Dismissal of Claims.  Upon approval of this Settlement 

Agreement by the Court, the Court shall enter a Final Judgment dismissing with prejudice all claims 

as to all Defendants. 

This Agreement resolves all claims between the State and the Defendants, except for issues 

pending before the court pertaining to the discoverability or production of documents for which the 

Defendants reserve their rights of appeal. 

B. State of Minnesota’s Release and Discharge.  Upon Final Approval, the State of 

Minnesota shall release and forever discharge all Defendants and their present and former parents, 

subsidiaries (whether or not wholly owned) and affiliates, and their respective divisions, 

organizational units, officers, directors, employees, representatives, insurers, suppliers, agents, 

attorneys and distributors (and the predecessors, heirs, executors, administrators, successors and 

assigns of each of the foregoing) from any and all manner of civil claims, demands, actions, suits and 

causes of action, damages whenever incurred, liabilities of any nature whatsoever, including civil 

penalties, as well as costs, expenses and attorneys’ fees, known or unknown, suspected or 

unsuspected,  accrued or  unaccrued, whether legal, equitable or statutory (“Claims”) that the State 
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of Minnesota (including any of its past, present or future administrators, representatives, employees, 

officers, attorneys, agents, representatives, officials acting in their official capacities, agencies, 

departments, commissions, and divisions, and whether or not any such person or entity participates 

in the settlement), whether directly, indirectly, representatively, derivatively or in any other capacity, 

ever had, now has or hereafter can, shall or may have, as follows: 

a. for past conduct, as to any Claims relating to the subject matter of this 

action which have been asserted or could be asserted now or in the future in this action 

or a comparable Federal action by the State; and 

b. for future conduct, only as to monetary Claims directly or indirectly 

based on, arising out of or in any way related to, in whole or in part, the use of or 

exposure to Tobacco Products manufactured in the ordinary course of business, 

including without limitation any future claims for reimbursement for health care costs 

allegedly associated with use of or exposure to Tobacco Products; 

(such past and future Claims hereinafter referred to as the “Released Claims”); provided, however, 

that the foregoing shall not operate as a release of any person, party or entity (whether or not a 

signatory to this Agreement) as to any of the obligations undertaken in this Agreement in connection 

with a monetary breach or default of this Agreement. 

The State of Minnesota hereby covenants and agrees that it shall not hereafter sue or seek to 

establish civil liability against any person or entity covered by the release provided under 

Paragraph III.B based, in whole or in part, upon any of the Released Claims, and the State of 

Minnesota agrees that this covenant and agreement shall be a complete defense to any such civil 

action or proceeding. 
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C. Settling Defendants’ Release and Discharge. Upon Final Approval, Settling 

Defendants shall release and forever discharge the State of Minnesota (including any of its past, 

present or future administrators, representatives, employees, officers, attorneys, agents, 

representatives, officials acting in their official capacities, agencies, departments, commissions, and 

divisions, and whether or not any such person or entity participates in the settlement) from any and 

all manner of civil claims, demands, actions, suits and causes of action, damages whenever incurred, 

liabilities of any nature whatsoever, including costs, expenses, penalties and attorneys’ fees, known 

or unknown, suspected or unsuspected, accrued or unaccrued, whether legal, equitable or statutory, 

arising out of or in any way related to, in whole or in part, the subject matter of the litigation of this 

lawsuit, that Settling Defendants (including any of their present and former parents, subsidiaries, 

divisions, affiliates, officers, directors, employees, witnesses (fact or expert), representatives, insurers, 

agents, attorneys and distributors and the predecessors, heirs, executors, administrators, successors 

and assigns of each of the foregoing, and whether or not any such person participates in the 

settlement), whether directly, indirectly, representatively, derivatively or in any other capacity, ever 

had, now has or hereafter can, shall or may have. 

D. Limited Most-Favored Nation Provision. In partial consideration for the monetary 

payments to be made by the Settling Defendants pursuant to this Settlement Agreement, the State of 

Minnesota agrees that if the Settling Defendants enter into any future pre-verdict settlement agreement 

of other similar litigation brought by a non-federal governmental plaintiff on terms more favorable 

to such non-federal governmental plaintiff than the terms of this Settlement Agreement (after due 

consideration of relevant differences in population or other appropriate factors), the terms of this 

Settlement Agreement  shall  not  be  revised  except  as follows:  to  the  extent, if any, such other 
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pre-verdict settlement agreement includes terms that provide (a) for joint and several liability among 

the Settling Defendants with respect to monetary payments to be made pursuant to such agreement; 

(b) a guarantee by the parent company of any of the Settling Defendants or other assurances of 

payment or creditors’ remedies with respect to monetary payments to be made pursuant to such 

agreement; or (c) for the implementation of non-economic tobacco-related public health measures 

different from those contained in this Settlement Agreement, then this Settlement Agreement shall, 

at the option of the Office of the Attorney General of the State of Minnesota, be revised to include 

terms comparable to such terms. 

IV. DEFENDANTS’ ASSURANCES 

A. Settling Defendants agree not to directly or indirectly, including through any third 

party or affiliate: 

1. Oppose the passage of those future Minnesota legislative proposals or 

administrative rules intended by their terms to reduce tobacco use by children listed on 

Schedule B.  (The foregoing does not prohibit Settling Defendants from resisting enforcement 

of, or suing for declaratory or injunctive relief with respect to any such legislation or rule on 

any grounds.) 

2. Facially challenge the enforceability or constitutionality of existing Minnesota 

laws or rules relating to tobacco control, including, but not limited to, Minnesota Statutes 

Section 461.17 regarding the disclosure of certain ingredients in cigarettes; Minnesota Statutes 

Sections 461.12, et. seq., and 609.685 regarding the sale of tobacco to minors; Minnesota 

Statutes Section 325F.77 regarding the distribution of samples; and Minnesota Statutes 

Section 144.411 et. seq. regarding clean indoor air. 
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3. Support in Congress or any forum, legislation, rules or policies which would 

preempt, override, or abrogate or diminish the State’s rights or recoveries under this 

Agreement.  Except as specifically provided in the foregoing sentence, nothing in this 

Agreement shall be deemed to restrain the parties from advocating terms of any national 

settlement or taking any other positions on issues relating to tobacco.  The State and its 

attorneys specifically reserve the right to continue to litigate or advocate for additional 

document disclosure beyond that ordered by the Ramsey County District Court, in any forum 

outside of Minnesota. 

4. Settling Defendants’ obligation to produce documents in discovery pertaining 

to enactment or repeal of, or opposition to, state legislation or state executive action relating 

to tobacco in Minnesota is extended beyond August 17, 1994, to the date of this Agreement, 

with Settling Defendants required to produce these documents within thirty (30) days of the 

date of this Agreement. 

B. Disclosure of Payments Likely to Affect Public Policy. 

1. Each Settling Defendant shall disclose to the Office of the Attorney General 

and the Office of the Governor, at the times and in the manner provided below, information 

about the following payments: 

a. Any payment to a “lobbyist” or “principal” within the meaning of 

Minnesota Statutes, Section 10A.01, subdivisions 11 and 28, if Settling Defendant 

knows or has reason to know that the payment will be used, directly or indirectly, to 

influence legislative or administrative action, or the official action of state or local 

government in Minnesota in any way relating to Tobacco Products or their use. 
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b. Any payment to a third party, if the Settling Defendant knows the 

payment is partly in consideration for the third party attending, offering testimony at, 

or participating before a state or local government hearing in Minnesota in any way 

relating to Tobacco Products or their use; and 

c. Any payment (other than a “political contribution” under Minn. Stat. 

§ 10.01, subd. 7, or 2 USC § 431(8)(A)) to, or for the benefit of, a state or local 

official in Minnesota, whether made directly by a defendant or indirectly through an 

employee acting in the scope of his employment, affiliate, lobbyist, or other agent 

acting under the substantial control of a defendant. 

2. Disclosures required under this section shall be filed with the Office of the 

Attorney General and with the Office of the Governor on the first day of January, April, July 

and October of each year for any and all payments made through the first day of the previous 

month and shall be transmitted in electronic format or such format as the attorney general may 

require, with the following information: 

a. The name, address, telephone number and e-mail address of the 

recipient. 

b. The amount of each payment described in Paragraph B(1). 

c. The aggregate amount of all payments described in Paragraph B(1) to 

the recipient in the calendar year. 

3. Information filed under this section is “public data” within the meaning of the 

Minnesota Government Data Practices Act. 
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APPENDIX F 

BOOK-ENTRY ONLY SYSTEM 

The information in this Appendix F concerning The Depository Trust Company (“DTC”), New 
York, New York, and DTC’s book-entry system has been obtained from DTC and the Authority, the State 
and the Underwriters take no responsibility for the completeness or accuracy thereof.  The Authority, the 
State and the Underwriters cannot and do not give any assurances that DTC, DTC Participants or 
Indirect Participants will distribute to the Beneficial Owners (a) payments of principal of and interest on 
the Series 2011 Bonds, (b) certificates representing ownership interest in or other confirmation or 
ownership interest in the Series 2011 Bonds, or (c) redemption or other notices sent to DTC or Cede & 
Co., its nominee, as the registered owner of the Series 2011 Bonds, or that they will do so on a timely 
basis, or that DTC, DTC Participants or DTC Indirect Participants will act in the manner described in 
this Appendix F.  The current “Rules” applicable to DTC are on file with the Securities and Exchange 
Commission and the current “Procedures” of DTC to be followed in dealing with DTC Participants are 
on file with DTC. 

The Depository Trust Company, New York, NY, will act as securities depository for the Series 2011 
Bonds.  The Series 2011 Bonds will be issued as fully-registered securities registered in the name of Cede & 
Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized representative of 
DTC. One fully-registered Subseries 2008B-1 Bond will be issued for each maturity of the Series 2011 Bonds, 
each in the aggregate principal amount of such maturity, and will be deposited with DTC.  

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New 
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member of 
the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform 
Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the 
Securities Exchange Act of 1934.  DTC holds and provides asset servicing for over 3.5 million issues of U.S. 
and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments (from over 
100 countries) that DTC’s participants (“Direct Participants”) deposit with DTC.  DTC also facilitates the 
post-trade settlement among Direct Participants of sales and other securities transactions in deposited 
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’ 
accounts. This eliminates the need for physical movement of securities certificates.  Direct Participants 
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, 
and certain other organizations.  DTC is a wholly-owned subsidiary of The Depository Trust & Clearing 
Corporation (“DTCC”). DTCC is the holding company for DTC, National Securities Clearing Corporation 
and Fixed Income Clearing Corporation, all of which are registered clearing agencies.  DTCC is owned by the 
users of its regulated subsidiaries.  Access to the DTC system is also available to others such as both U.S. and 
non-U.S. securities brokers and dealers, banks, trust companies and clearing corporations that clear through or 
maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect 
Participants”). DTC has a Standard & Poor’s rating of AA+.  The DTC Rules applicable to Participants are 
on file with the Securities and Exchange Commission.  More information about DTC can be found at 
www.dtcc.com. 

Purchases of Series 2011 Bonds under the DTC system must be made by or through Direct 
Participants, which will receive a credit for the Series 2011 Bonds on DTC’s records.  The ownership interest 
of each actual purchaser of each Subseries 2008B-1 Bond (“Beneficial Owner”) is in turn to be recorded on 
the Direct and Indirect Participants’ records.  Beneficial Owners will not receive written confirmation from 
DTC of their purchase.  Beneficial Owners are, however, expected to receive written confirmations providing 
details of the transaction, as well as periodic statements of their holdings, from the Direct or Indirect 
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